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In February, Argentina and Brazil reached new bilateral trade accords to help Argentina reduce
its trade deficit this year. The agreements should boost efforts to form the southern cone common
market "Mercosur," although Argentine officials warn that Brazil's economic crisis is still a major
impediment to regional integration. Last year, Argentina's soaring trade deficit with Brazil nearly
derailed negotiations among Mercosur's four member nations: Argentina, Brazil, Uruguay, and
Paraguay. Argentina's decision in 1991 to freeze local currency on a parity with the US dollar led
to a surge in imports from its three neighbors. In the first six months of 1992 alone, imports from
Paraguay, Uruguay, and Brazil totalled US$1.66 billion a 177% jump over the same time period
in 1991. The lion's share, however, came from Brazil, which accounted for 88.5% of imports from
those three countries. According to Argentina's official statistics agency (Instituto Nacional de
Estadisticas y Censos, INDEC), Argentina registered a US$1.76 billion trade deficit with Brazil
in 1992: Brazilian imports totalled US$3.35 billion for the year, compared to US$1.59 billion in
Argentine exports. In November, to improve its trade balance, Argentina raised its so called
"statistics tax" a domestic, non- tariff levy imposed on most imports from 3% to 10%. The measure,
however, spurred a wave of protests from Uruguay and Paraguay, both of which maintain a trade
deficit with Argentina (see Chronicle 11/12/92 and 12/03/92). To avoid a breakdown in Mercosur
negotiations, in December Argentina agreed to eliminate all non-tariff barriers to trade in 1993,
which would automatically reverse the statistics tax increase since that levy is technically not a
tariff (see Chronicle 01/14/93). In addition, Argentina and Brazil held talks to improve bilateral
trade relations, leading to Brazilian concessions that allow Argentina to substantially increase
exports to that country. Since January, efforts to fortify cooperation between Brazil and Argentina
have continued. In fact, in mid- January, Argentine President Carlos Menem appointed Alieto
Guadagni as ambassador to Brazil to spearhead trade negotiations. Guadagni former secretary for
international economic relations in the Argentine Foreign Ministry is considered a trade expert
and staunch supporter of free trade accords. Guadagni headed Argentina's team of negotiators
in Mercosur until his appointment as ambassador. As a result, since February the two countries
signed new cooperation accords that should substantially improve Argentina's trade balance. On
Feb. 24, Guadagni announced an agreement whereby Brazil will increase Argentina's annual quota
for wheat flour imports to 320,000 metric tons this year, up from 200,000 MT in 1992. In addition,
since Argentina only managed to export 60,000 MT last year, Brazil extended the time period on last
year's quota until March 31, thus allowing Argentine millers to export an additional 140,000 MT,
for a total of 460,000 MT in potential Argentine wheat flour exports to Brazil this year. Moreover,
Brazil agreed to raise the quota again in 1994. The wheat flour accords are especially welcome in
Argentina, since that country expects its basic grain crop for the 1992-1993 harvest will be the third
largest in Argentine history, with 40 million MT of produce. Of the total which includes wheat, corn,
sorghum, soybean, sunflower products, rice, barley, and peanuts Argentina hopes to sell about 18.4
million MT on foreign markets. On March 2, the presidents of the state-run petroleum companies in
both countries Petrobras in Brazil and Yacimientos Petroliferos Fiscales (YPF) in Argentina signed
a new accord that will permit Argentina to export from 25,000 to 30,000 barrels of oil per day to its
neighbor. Under the agreement, which expires in January 1994, Brazil will import up to 1,500 cubic
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meters of Argentine crude, worth about US$200 million. According to Guadagni, Argentina now
estimates its exports to Brazil will surpass US$2 billion in 1993, up from US$1.59 billion in 1992. "Old
rivalries and mutual distrust between Argentina and Brazil are a thing of the past," said Argentina's
Foreign Minister, Guido di Tella, after the oil accord was signed. "We are now cooperating in all
areas to increase and consolidate our bilateral trade relations." Still, while the agreements reinforce
regional commitment to and confidence in economic integration, Argentine officials warn that other
factors may yet slow common market negotiations among Mercosur members, especially Brazil's
unabated economic crisis (see Chronicle 01/07/93 and 01/21/93). Argentine business associations
and government officials complain that the recession in Brazil greatly contributed to the country's
trade deficit last year, since depressed domestic markets encouraged Brazilian producers to increase
exports. In addition, hyperinflation has reduced the purchasing power of Brazilian consumers,
limiting the ability of Brazil's trade partners to sell their products there. Mercosur members also
fear "protectionist" Brazilian policies may hinder common market negotiations. In January, for
example, Brazil's Foreign Minister, Fernando Henrique Cardosa, announced that Brazil would
maintain a 35% import tariff on a list of "sensitive" products from third countries outside the region
including automobiles and some high technology products such as computers even after Mercosur's
common external tariff takes effect in January 1995. Under the Mercosur accords, all four member
countries have agreed to maintain a 20% import tariff ceiling on goods from third countries. Specific
product lists and their corresponding tariff rates must yet be negotiated, although the eventual
common external tariff nomenclature will be based on a sliding scale of 0% to 20%. "There is no
doubt that economic policies and problems in Brazil and Argentina are very different, and that does
not help the process of regional integration," warned Argentina's Economy Minister, Domingo
Cavallo, in late February. "It's important that in no more than a year's time there be clear signs that
Brazil can stabilize its economy and show signs of expansion. In the meantime, we will continue
to eliminate trade barriers according to the goals laid out in Mercosur negotiations." Meanwhile,
other Mercosur preparations are advancing. In February, an official Mercosur delegation headed
by Uruguay's deputy minister of transport and public works, Ricardo Gorosito held a round of
talks in Washington with representatives from the Inter-American Development Bank (IDB). The
southern cone partners are seeking IDB funds to finance a vast network of highways and other
transportation infrastructure to foment trade through Mercosur. The delegation presented the
IDB with lengthy reports documenting the present state of transport infrastructure, detailed maps,
an inventory of priority transportation projects, and preliminary feasibility studies. Also, in late
January, Brazil began seeking IDB funding to construct or improve a network of highways along
its south eastern Atlantic coast. Brazil hopes to build a rapid "transport corridor" running from
its Atlantic ports and cities into neighboring Uruguay and Argentina before Mercosur takes effect
in 1995. [Sources: Journal of Commerce, 02/01/93; El Financiero International (Mexico), 03/01/93;
Agence France-Presse, 01/08/93, 01/11/93, 01/13/93, 01/15/93, 02/03/93, 02/04/93, 02/06/93, 02/17/93,
02/19/93, 02/23/93, 02/24/93, 03/02/93; Spanish news service EFE, 01/27/93, 02/02/93, 02/03/93,
02/12/93, 03/09/93]
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